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Present : — 

F. GORE-BROWNE, Esq., K.C. {Chairman). 
Sir WALTER W. BERRY, K.B.E. 

W. J. DAVIS, Esq., C.H. 

W. A. JEPSON, Esq. 

L. A. MARTIN, Esq. 

W. M. ACWORTH, Esq. 

S. J. PAGE, Esq. ( Secretary ). 



EIGHTEENTH DAY. 



for the Chamber of Shipping of the United King- 
dom and Liverpool Steamship Owners’ Association. 

MR. F. G. THOMAS (instructed by Messrs. 
Francis & Calder) appeared for the Association of 
British Chambers of Commerce. 

MR. W. A. WARDLEY (instructed by Messrs. 
Adler & Perowne) appeared for the Association of 
Railways. 

MR. EDWIN CLEMENTS also appeared for the 
Mansion House Association on Railway and Canal 
Traffic and the Timber Trade Federation of the 
United Kingdom. 

MR. JACQUES ABADY (instructed by Messrs. 
White and Leonard) appeared for the Federated 
Home-Grown Timber Merchants’ Associations. 

MR. F. D. MORTON (instructed by Messrs. Bower, 
Cotton and Bower) appeared for the London Central 
Markets’ Association. 

Mr. ARTHUR MOON (instructed by Mr. Bernard 
Wicks, agent for Mr. H. A. Sanders, Chesterfield) 
appeared for the Association of Smaller Railway 
Companies. 

MR. S. E. MACASSEY (instructed by Messrs. 
Vizard, Oldham, Crowder and Cash) appeared also 
for the British Dye Stuffs Corporation. 



Sir John Simon: Now, Sir, on behalf of the Rail- 
way Companies Association, what we propose to do is 
to give such help as we can to the Committee by way 
of summing up the views which we press on the 
Committee on the different matters which are rele- 
vant to this first stage of the General Inquiry, and 
also to supplement the evidence we have already 
offered by dealing with one other matter, which has 
by consent been postponed until now, what 1 may 
call the financial aspect of the matter. You will 
remember, Sir, that that was postponed. We have 
now got available here as a witness, whom we think 
will help the Committee, Sir William Blender. Ho 
is under some stress of time because he has to start 

4 F 



Chairman : I have tried to make a statement of 
what I understand to be the principles of the rail- 
way companies with regard to the matters we were 
dealing with last week, of traffic passing through 
London and shunting at collieries. I would like Mr. 
Wedgwood to stay five minutes after we rise this 
afternoon, and tell me. whether it is a correct state- 
ment of what the railway companies propose. It does 
not contain any statement of what we propose to do, 
but I should like to know whether I have correctly 
got what the railway companies propose. 

Sir Lynden Macassey : Perhaps we®may have it in 
the meantime P 
Chairman : Yes. 
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MR. J. H. BALFOUR BROWNE, K.C., appeared 
for The Federation of British Industries. 

MR. S. E. MACASSEY (instructed by Messrs. 
Vizard, Oldham, Crowder and Cash) also appeared 
for the Federation of British Industries. 

SIR JOHN SIMON, K.C., SIR LYNDEN 
MACASSEY, K.C., MR. BARRINGTON WARD, 
K.C., MR. BRUCE THOMAS, and MR. MAURICE 
ALEXANDER, C.M.G., appeared for the Railway 
Companies’ Association. 

MR. EUSTACE HILLS, K.C., and MR. ARTHUR 
MOON appeared for the North London Railway. 

MR. ROWLAND WHITEHEAD, K.C., and MR. 
G. W. BAILEY appeared for the St. Helens and 
Widnes Manufacturers and Traders. 

MR. ROWLAND WHITEHEAD, K.C., and MR. 
EDWIN CLEMENTS appeared for the Iron and 
Steel Federation. 

MR. G. H. HEAD appeared for the Livestock 
Traders’ Association (instructed by Messrs. Maxwell, 
Brownjohn & Co.). 

MR. JACQUES ABADY (instructed by Sir 
Thomas Ratcliffe-EUis) appeared for the Mining 
Association of Great Britain. 

SIR ROBERT ASKE (instructed by Messrs. Bot- 
terell & Roche and Hill Dickinson & Co.) appeared 
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for America at the end of the week. The evidence 
which he has to give deals with the financial aspect, 
and can therefore, I think, be presented quite 
separately. Therefore, what we should propose 
would be, particularly in v;ew of his other engage- 
ments, to offer you his evidence, which is all prepared 
and ready, and then I should propose to hand in — 
I think we shall have it in a form which we can give 
you as a document — under a series of heads what are 
the concrete proposals which we make, which, of 
course, will cover a number of things we have talked 
about already; and there may be a little supple- 
mentary evidence to support it here and there. I 
do not think the railway companies’ case, in con- 
clusion at this stage of the Inquiry, would occupy 
any great length of time; therefore, if that is con- 
venient to the Committee we shall propose to call 
Sir William Plender at once. 

Chairman : I am not sure how far we have to do 
with the financial side, but I do think it would be 
of assistance to us, and probably of great assistance 
to the Ministry, in ultimately coming to a conclusion, 
that we should realise what the financial position is; 
therefore I do think it would be very convenient. 

Sir John Simon : Yes. As you know, Sir William 
Plender has been one of the two accountants who has 
had the responsibility for the Government of dealing 
with railway accounts during this period of difficulty, 
so he is naturally specially well qualified to deal with 
this branch of the subject. 

Chairman : I am not sure whether it will be our 
duty to make any report on finance at all, but at 
any rate I think it will assist us in understanding 
what we are to report on other things. 

Sir John Simon: I am much obliged. It was 
rather because we thought that that was so that 



we have done our best to deal with this branch of 
the case. We were not proposing to go into very 
controversial or detailed matters; it is to try and 
give a general view of this side of the case. Then 
I will call Sir William Plender. 

Sir Robert Ashe : May I make an application? In 
view of the Interim Report that the Committee have 
made, the shipping interests do not feel that any 
useful purpose would be served by their appearing 
here further, except on two points. First, on the 
restrictions to be imposed as to increases or reduc- 
tions of rates after the Committee have framed their 
scheme, you may require that we put forward sug- 
gested clauses in reply to those of the railway com- 
panies, which appear on the Minutes, and we should 
desire to be heard on that. The other point is the 
scheme which your Committee directed should be made 
with regard to exceptional rates and which has to be 
put forward by the railway companies; we should de- 
sire to be heard upon that. My submission is, as to 
whether the Committee could see their way to indicate 
to the shipping interests, in order to release them 
and thereby save them further expense, the times 
when these two matters would be dealt with; or if 
you would indicate at a later stage through the 
Secretary of the Committee to the Chamber of Ship- 
ping as to when they will be taken. 

Chairman : We will do the best we can. You know 
the difficulty ; we do not know how long any particular 
part of the case will take. You may take it that 
you are safe for this week, and you need not appear 
this week. 

Sir Robert Ashe : And a communication will be 
made by the Secretary to the Chamber of Shipping 
at a later stage? 

Chairman : Very well. 

Sir Robert Aske : I am much obliged, Sir. 



Sir William Plender, G.B.E., called. 
Examined by Sir John Simon. 



6381. You were President, 1 think, of the Insti- 
tute of Chartered Accountants in England and 
Wales in 1910-11 and 1911-12?— I was. 

6382. As I think the Committee will all know, you 
are the senior partner in the well-known firm of 
Deloitte, Plender, Griffiths & Company? — Yes. 

6383. Perhaps I may lead you thus far: you have 
had a large experience in accounts of commercial, 
industrial, financial and statutory' companies in all 
sorts of circumstances over a long period of time ? — 
I have. 

6384. We -know that your help is often sought in 
dealing with difficult financial questions like that 
which was raised by the Metropolitan Water Board 
in connection with the acquisition of the London 
Water Companies and the Port of London Authority 
in connection with the acquisition of the Dock Com- 
panies ? — Yes. 

6385. I think you have been acting on behalf of 
the Government, have you not, as one of the two 
joint accountants under the State control of railways 
during the last four or five years ? — Yes. 

6386. And you are a member of the Royal Commis- 
sion on Railways, and Chairman and member of a 
number of other committees on cognate subjects? — 
Yes. 

6387. You have come here to assist the Committee 
from your knowledge and experience at the request 
of the Railways Association? — Yes. 

6388. First, I think there was something you 
wanted to say from the financial point of view and 
general point of view as to the importance of restor- 
ing the railways to a commercial footing as soon as 
possible ? — Yes. I entirely agree with the views ex- 
pressed by the trader witnesses that poor railways 
are not of advantage to anyone. What is required is 
progressive railways, and, to obtain them, the con- 
fidence of the investor in their future prosperity must 
be enlisted and fostered. 

6389. I daresay. Your attention has been called 
to the fact that a number of witnesses in the course 



of this stage of the inquiry have emphasised that 
point of view? — Yes. I am quite awai" of the views 
they have expressed, which I share. 

6390. Perhaps you might be disposed to say a 
word for the railways of this country as compared 
with railways generally from ,the point of view of 
finance? — I think on the whole the railway of this 
country compares very well with other countries, and 
on the whole I think it has been shown by Mr. Acworth 
in his book that railways which are owned and 
operated by Governments have not, with very rare 
exceptions, been commercially successful. 

6391. At any rate, do you think that trusting to 
the commercial motive is trusting to a very effective 
instrument for securing good railway finance ? — I 
think so. 

6392. May I remind you of a suggestion which I 
think the Chairman of the Committee made earlier 
in the inquiry (it was tentative and not intended to 
be at all a pronouncement of his decision) as to the 
way . in which proper railway revenue might be 
regarded? — I entirely agree, if I may say so, with 
the suggestion of the Chairman that the rates should 
be so fixed as to provide a railway revenue adequate 
to meet the expenses of the efficient maintenance, 
operation and administration of the undertakings, 
and to provide a fair return on the capital employed. 
I may say that this suggestion compares somewhat 
closely with the formula adopted in the United 
States after much investigation and expressed in the 
following extract from the Transportation Act, 1920. 

6393. I think you might just read the extract if 
you have it before you, then we shall get it on the 
Notes? — The extract reads thus: “In the exercise 
of its power to prescribe just and reasonable rates 
the Commission shall initiate, modify, establish or 
adjust such rates so that carriers as a whole (or as 
a whole in each of such rate groups or territories as 
the Commission may from time to time designate) 
will, under honest, efficient and economical manage- 
ment and reasonable expenditures for maintenance 
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of ways, structures and equipment, earn an aggregate 
annual net railway operating income equal, as nearly 
as may be, to a fair return upon the aggregate value 
of the railway property of sueli carriers held for and 
used, in the service of transportation.” 

6394. You referred just now to a formula which the 
Chairman had thrown out for consideration; perhaps 
it' is convenient for me to mention the reference as 
it was some time ago; it was on the fourth day, the 
18th May, at page 7. I have in mind that there was 
a slight correction which Mr. Gore-Browne afterwards 
made in the terms of it. Perhaps I might just read 
what was then said. It was only a suggestion I know, 
but the suggestion was this : “ That you ascertain a 
sum which, in the aggregate, is necessary to provide 
all the costs, charges and expenses of rendering 
services required by the traders including a fair rate 
of profit to be deemed to be a sum equal to blank 
per cent.” — Mr. Gore-Browne left out the figure; 
that was to be discovered afterwards — “ upon the 
capital properly employed by the company in the 
business of transportation including the provision of 
stations, goods yards, etc., and for the purpose of 
estimating this capital nominal additions to capital 
shall not be taken into account.” Those were the 
two things you were comparing, I think, the Chair- 
man’s suggestion and what appears in the Trans- 
portation Act, 1920 ?■ — Yes. 

6395. Amongst other things, I understand you pro- 
pose to offer some evidence which perhaps might be 
used to fill up that blank per cent. Then there is 
another precedent, I think, to which you are calling 
attention, the Harbour, Docks and Piers Act which 
has just been passed by Parliament P — The Harbour, 
Docks and Piers Act of last Session provides, inter 
alia, “ for a reasonable return on share capital, 
regard being had to the pre-war financial condition 
of the undertaking and its prospective development.” 

6396. May I just say that that actual extract is to 
be found in the Harbour, Docks and Piers Act, 1920, 
Section 1, Sub-section. 1, Sub-clause (6) P Let us now 
take the question of how this capital sum should be 
ascertained on which a proper percentage should be 
earned; how would, you propose to do that, and what 
have you to say about that? — Well, I suggest that 
there is no necessity for any prolonged investigation 
such as was and is still being undertaken in the 
United States. It must be obvious that you could 
not (without doing injustice to investors which it is 
so desirable to woid) write down any capital which, 
on inquiry and after hearing all parties, might appear 
to be lost without at the same time writing up 
capital where corresponding or possibly greater 
accretions had occurred. The inquiry that might 
arise on such a course, affecting as it would each 
company in the British Isles, would be not only very 
costly, but of inordinate length. It is quite clear 
that as a whole the British railway capital is much 
below the value of the railways on a reinstatement 
basis even if it were found practicable to assess it. 
A physical valuation, if it means the present cost of 
obtaining land compulsorily under the Lands Clauses 
Act and the cost of constructing the permanent way 
and providing the equipment necessary on the rail- 
ways of the country, " would not, any more than does 
the actual expenditure on a line, answer the question 
of whether a system had been wisely or unwisely 
undertaken. 

6397. I see from a document that is put before me 
by one of my learned friends who knows the subject 
in America very well, that it was as long ago as 
1913 that Congress passed the Act requiring the Inter- 
State Commerce Commission to make a detailed and 
itemised physical valuation of every mile of rail road 
in the United States, so it is not perhaps surprising 
to learn as my record goes on : “ This valuation has 
already cost many millions of pounds sterling. So 
far as the inventory is concerned, it is nearly com- 
pleted, but apparently not completed yet”? — The 
extract which you have just read about the valuation 
having cost many millions of pounds sterling, and as 
far as the inventory itself is concerned is not nearly 



completed, is, I believe, taken from an article by 
Mr. Acworth in the “ Railway Gazette ” of the 7th 
May, 1920. 

6398. I think that was the source. Anyhow, you 
do not think that that is a necessary process here 
for the reasons which you have given ? — I do not think 
it is at all necessary, and perhaps I might continue 
the argument : 1 On the other hand, any attempt to 
value a railway undertaking on the basis only of 
actual dividend distributions would ignore (1) ex- 
penditure for the development of urban and industrial 
areas which have not yet fructified ; (2) the methods 
and principles, which vary very considerably, adopted 
by companies in arriving at net revenue available for 
distribution. 

6399. We had better take those two matters which 

you say will be ignored by such a method in turn. 
As regards one of them I think I remember, Mr. 
Gore-Browne, although it is getting some time ago 
now, you pointed out early in the inquiry that it 
would not be right to arrive at the capital figure in 
respect of a given railway undertaken by inquiring 
about actual dividend distribution. You wanted to 
say something about that first point, Sir William? — 
As regards the first consideration, railway companies 
are the forerunners of residential and industrial 
growth. The increase of population, development of 
natural resources, and growth of industrialism follow 
the provision of railway facilities, and a very con- 
siderable time has often to elapse before expenditure 
becomes to any degree revenue-earning on a com- 
mercial scale. It would, therefore, be wrong to 
assume that, because at any particular moment 
capital expenditure had failed to yield by 

its use a fair commercial return, such expenditure 
had not been justified or would not in time prove 
to bo commercially remunerative. 

6400. Might I just ask this here : we need not have 
any given example, but from your own knowledge of 
the railway financial position of this country are 
you satisfied that there is now or that there 
was, say, at the beginning of the war, an 
outlay of railway capital which had already- 
taken place which could not be expected to 
fructify for many years to come ? — Oh, that is so ; 
I think that would be incontestable. May I say, is it 
not a fair assumption that the directors and officials 
of a company 7 who are responsible for expenditure 
must take long views as to the propriety of expendi- 
ture, even though some time must elapse before a 
reasonable revenue y 7 ield Is attainable? Shareholders 
who embark their capital in a railway company 
expect not always an immediate and ample return, 
but that a return will eventually come to them that 
justifies the waiting period. 

6401. Is that what you wanted to say on the first 
of the two things which would be ignored by a calcula- 
tion based on the actual dividend distribution? — Yes, 
I think that covers the ground. 

6402. Now about the second, y 7 ou say 7 that the 
methods which are followed by different English 
companies in arriving at net revenue are not always 
the same ? — N o . 

6403. Will you just develop that? — I have pointed 
out .that merely to take the dividends paid, as the 
measure of value would be inequitable as between 
companies. May I give as illustrations the following 
reasons, firstly, that some companies provide for 
Pension Funds, Fire and Accident Funds, etc. ; 
others make a partial provision or no provision at 
all; secondly, some of the companies make liberal 
provisions for the renewal of permanent way, rolling 
stock, etc., and large sums have been accumulated 
out of revenue for the purpose ; others, do not ; 
thirdly, some companies keep their permanent way 
and their rolling stock in a higher state of efficiency 
than others; and, fourthly, some companies make 
generous appropriations to General Reserve Fund, 
others none under that particular heading. 

6404. If one ought not to value the railway under- 
taking on a basis of actual dividend distribution, 
what is the test of value that one ought to apply? — 
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In the ordinary way with public utility enterprises 
the test of value is the immediate and potential 
earning power, the latter discounted to present value. 

6405. That seems now to raise the question, how 
do you arrive at that? How do you propose as a 
practical matter to arrive at that? — I think it is a 
practical impossibility to apply that principle to 
railways, because who can say what are the potential 
earning powers of the railways singly or collectively. 
Therefore I suggest as a broad* indication, and it is 
not without a basis of sound sense, that Stock 
Exchange values do take the future or at any rate 
the immediate future into consideration. 

6406. Now I think you have got a table ' marked 
“ W.P. 1,” which sets out in a very simple and con- 
venient form the stock and share capital issued, I 
think, down to the end of 1913, and we shall be able 
to compare that, I think, with Stock Exchange 
values ? — Yes. 

(Table “ W.P. 1 ” handed in; see Appendix.) 

6407. This, I see, is a statement of capital issued 
at the 31st December, 1913, with the approximate 
market valuation based on the average of mean Stock 
Exchange quotations for the three pre-war years? — 
Yes. 

6408. Mr. Acworth : Is this all the railways in the 
Board of Trade book? — It is all the railways in the 
United Kingdom, 

6409. As given in the Board of Trade returns? — 
Yes, everything. 

6410. Mr. Davis : It does not give the number of 
shareholders ? — No. 

Sir John Simon : We are going to deal with that 
fact; the holding is extremely minute on the average. 
This is only giving the total. I am much obliged to 
be reminded of that, because we have got the facts 
about that for you. 

6411. Just look at the table for a moment. We had 
better begin, perhaps, with the total, which is 
apparently £1,320,300,138? — That was the amount 
of the stock and share capital issued at the 31st 
December, 1913, but in that total were included 
“ nominal additions,” which amounted as shown in 
column 2 to £199,432,173. 

6412. Those are what you call the “ nominal addi- 
tions ” ? — Yes. 

6413. Just for the sake of clearness, in a sentence 
define “nominal additions” for me, will you? — 
Well, the stock of a company has been split, and 
Preferred Ordinary and Deferred Ordinary have 
been created, which double the original amount of 
the subscribed ordinary capital; I think that is the 
most popular illustration. 

6414. Then if we take out the “ nominal addi- 
tions ” (and I think everybody agrees that that 
would ibe the right thing to do) you are left with an 
actual capital raised of £1,120,867,965? — Yes. If I 
apply to that sum the mean of the highest and lowest 
prices which ruled during the three years 1911, 1912 
and 1913, and apply to non-quoted stocks, as far as 
practicable, the same relative values, the resulting 
valuation would amount as shown in the fourth 
column to £1,131,636,697, which corresponds very 
closely to the issued capital, less the “ nominal addi- 
tions,” namely, £1,120,867,965. 

6415. So that when you are dealing with an actual 
capital raised of £1,120,000,000 the view of the 
investor as to the value represented by that capital 
issued and expended is so close that it is 
£1,131,000,000? — Yes. There is only in fact a differ- 
ence between the two figures of £11,000,000. 

6416. Mr. Jepson : How have you dealt with cases 
where, say, a railway company has issued £100 stock 
and put it on the market at, say, £150 or £160; what 
has become of the £50 or £60? — Those are premiums. 

6417. They are not in here at all? — No. 

6418. Mr. Acworth says he thinks they are? — No, 
they are not. 

6419. You have dealt with nominal capital? — Yes. 

6420. Sir John Simon: You have dealt with the 
face value of the capital excluding the “ nominal 



additions ” ? — Yes. May I just illustrate this to 

make it clear to Mr. Acworth? 

Mr. Acworth : I quite understand. 

6421. Mr. Jepson: I only asked for information 
as to how that £50 or £60 premium had been dealt 
with; it is not in here? — No, it is not there. I deal 
with that at a later stage. 

6422. Sir John Simon: For the moment I gather 
you are comparing the face value of capital, which 
has actually been raised and expended, with the value 
put upon it by an average of three years of the 
operations of the market? — Yes. 

6423. And the two things very closely correspond? 
— Yes. May I say now that the capital of the British 
railways has received for every part of it the direct 
sanction of Parliament. Parliament has from the 
beginning of railways in this country maintained a 
close control over their capitalisation, and regular 
supervision has been maintained by way of inde- 
pendent audit of the accounts. 

6424. Just contrast that with the position in the 
United States, as you understand it? — Well, as I 
understand it, in the United States no legislative 
sanction is required for the creation of capital. 

6425. So that the question of the over-capitalisa- 
tion of railways is a question which might well arise 
in a much more acute form under the American 
system than here? — Yes. 

6426. Mr. Acworth : You would agree, I am sure, 
on the other hand, that the amount that the American 
railways, as they call it, have “ploughed into the 
line ” out of revenue is very much larger propor- 
tionately than here?— I know that American com- 
panies have provided a good deal out of revenue for 
betterments, and so on, but what the relative pro- 
portion of that may be to what has been provided 
in this country, I cannot say. 

6427. But you know the well-known American say- 
ing that the Pennsylvania provided one dollar for 
dividend and one dollar for capital? — Yes. 

6428. Of course, there is nothing comparable to 
that in England? — The Pennsylvania is one of the 
premier lines in America, and their practice is not 
followed throughout America. 

6429. No, by a long way not; but still the scale of 
it in the rich companies has nothing corresponding 
to it here? — Well, I would not like to say, because 
I have not examined ; the comparative figures, but it 
is only fair for me to say that I do know in some of 
the great and prosperous companies in America they 
have been extremely liberal in such provisions. On 
the other hand, there are companies in this country, 
as ypu know, who are not content with meeting out 
of revenue the actual upkeep expenditure of the 
year, but they provide on the basis of a most careful 
valuation by their experts for what they consider to 
be a sufficient and ample maintenance figure, and in 
many of the companies there are very large credits 
to those funds; in some of the large companies they 
run to £2,000,000 or £3,000,000 sterling. 

6430. 2 per cent, or 3 per cent, of their total 
capital? — I would not like to say the percentage, 
because I have not the figures before me. 

6431. Assume a company with a capital of 
£100,000,000; it would be 2 per cent, or 3 per cent.? 
— It would be, if the reserve was £2,000,000 or 
£3,000,000, but I would not like to say that that is 
the usual proportion — 2 per cent, or 3 per cent. ; but 
I do know in many companies it is extremely liberal. 

6432. Mr. Jepson: As you said just now, some 

companies make provision for pension and super- 
annuation funds; others put by a large amount for 
reserve; other companies do not; so that some com- 
panies really spend money, which ought properly to 
be capital, out of revenue, while other companies 
do not ? — I would rather put it in this way, if I 
may: some companies are much more prudent in 
their dividend distribution than others. 

6433. But is it not a fact that many railway com- 
panies really with small amounts, which might in the 
ordinary way be properly credited to capital, spend 
that money out of revenue ? — Oh, yes. 
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6434. And other companies do not? — There _are 
many companies that make it a practice, whatever 
the character of .the expenditure may be, if it is 
under a certain amount to charge it to revenue. A 
smaller and poorer company would put it to capital, 
and from the point of view of strict accounting that 
would be justified. 

Mr. Jepson : That is my only point. 

6435. Sir John Simon : So far, you have been com- 
paring the total figure for capital issued with a figure 
arrived at by taking an average of market values. 
Now I want you to refer to your next Table 
“ W.P.2.,” which has got a rather different total. I 
rather fancy it is total capital expenditure as 
distinct from the face value of capital expenditure; 
is not that so ? — Yes. 

( Table “ W.P.2 ” handed in; see Appendix.) 

6436. There is a figure there of £1,176,787,509; 
what does that represent? — That is the amount of 
the capital expenditure of the railways, and is shown 
in that column of “ W.P.2.” 

6437. With some details, I think? — Yes; the com- 
position of it is set out there. 

6438. That total of capital expenditure is larger, as 
we see, than the total you have just given of capital 
issued? — Yes, it is in excess of the capital issued by 
£55,919,544. That excess of expenditure on capital 
account beyond capital receipts has been found first by 
premiums received on the issue of stocks less discounts, 
amounting to £32,266,507, which you can discover 
on “ W.P.2.” by deducting the discounts in the last 
column from the premium shown in the last column; 
the difference is £32,266,507. 

6439. So that you get a net addition? — Yes, and, 
secondly, by drawing upon reserves for the balance, 
£23,653,037. 

6440. Mr. Acwortli: That is overspending on 

current account — in advance of capital calls? — Yes, 
it might be to some extent that, but it is largely the 
general reserve fund, renewal fund, depreciation 
fund, and the like. 

6441. Mr. Jepson: And other funds invested in 
the railway companies of course. Some companies 
have very large funds invested in them such as the 
superannuation fund, and so on, which they would 
be using on capital account? — Yes, to some extent 
undoubtedly, but when you say “ invested,” I think 
I would rather put it “ held by them.” 

6442. Sir John Simon: There is another thing 

which is brought out by that table “ W.P.2.” One 
sees there, apart from the £1,045,000,000 odd, which 
are put down as capital expenditure of the railways 
in the narrowest sense, there are some figures follow- 
ing, of which £48,000,000 on' docks, harbours, and 
wharves is much the biggest, so that you get a 
certain figure which is not directly attributable to the 
railway in the narrowest sense? — That is so. The 
amount of capital expenditure which may be said to 
be not directly attributable to the working of the 
railways is £76,268,353. 

6443. That is the result, is it not, of taking out 
those figures, beginning with horses and’ road 
vehicles? — Yes, I will read them out. 

6444. I do not know that the details matter, but 
there are about six or seven figures there, and you 
have just added them up? — There are -seven of them, 
and the addition is £76,268,353, the largest of which 
is docks, harbours, and wharves, which is £48,696,432. 
The next largest is canals, £8,685,730, and so on. 

6445. Of course, it is only a fractional part of the 

whole, anyhow, but obviously it is an expenditure 
which does contribute, albeit indirectly, towards the 
earning power of the whole enterprise? — 

Undoubtedly. To express the comparison by way of a 
percentage, this ancillary expenditure is only 6'49 of 
the total capital expenditure. 

6446. Mr. Jepson : I suppose you will agree that 
the expenditure on these docks, harbours, and 
wharves really has gone upon a very important 
feeder to the railway undertaking? — Undoubtedly; 
in point of fact, it requires a very fine line to be 
drawn to say that it is not really part of the railway 



enterprise proper, but I separated it because this 
form follows the prescribed Board of Trade form. 

6447. 1 see there is another very big figure in your 
table: “ Land, property, &c., not used in connection 
with railway working, £37,000.000 ”? — Well, a lot of 
companies purchase land for gradual development, 
and, spread over the country, it amounts to a con- 
siderable sum of money. 

6448. It does not follow that it is revenue earning to 
any great extent. Of course, there may be rents or 
something like that? — Oh, there -are. As a matter of 
fact, I can tell the Committee at this stage that the 
return in respect of these properties, which we might 
call ancillary properties, on the expenditure in respect 
of them is 3T3 per cent. 

6449. That is the direct return looked at in regard 
to their own function as distinguished from their in- 
direct power to affect the value of the railway itself? 
— Oh, entirely. 

6450. What is the figure of the general average 
dividend of all the railway companies? It is some- 
where about the same, is it not — it approximates to 
the 313 per cent., does it not? — Well, I shall be 
coming to that later on . 

6451. Mr. Davis: I suppose there would be a 

revenue from that land included in the £37,000,000? 
— Yes, there is a certain income from it in the form 
of land let for agricultural purposes and otherwise. 

6452. It is not waste land? — No. 

6453. Sir John Simon: Just let me put a question 
on the point that Mr, Davis is calling attention to. 
Some of these ancillary expenditures you have been 
calling attention to would, I imagine, be good ex- 
amples of how, in the case of railways, you get 
capital raised and expended which does not fructify 
for some time to come. Take, for instance, the docks. 
The dock expenditure, I imagaine, is par excellence 
an expenditure which will not produce its full value 
for some time to come? — That is so; it takes a long 
time. 

6454. Mr. Acwortli : I am looking at the last entry 
on the left-hand column of “W.P.2”; what does 
“ Unappropriated ” mean? — Well, in the form which 
is prescribed by the Board of Trade, that heading 
occurs, and out of £1,176,000,000 of capital which 
has been spent there is about £9,000,000 which it is 
found difficult to put under any of these specific 
heads. 

6455. It was a failure to allocate in the figures 
that were only one year old in 1913 ; it probably 
would have got distributed by now if they had gone 
on year by year, or might have got distributed? — It 
might have. When you are dealing with 
£1,176,000,000, and you have to allocate that under 
certain prescribed headings, it is very easy to see 
that a fraction of it may not properly fall under 
one of those heads. 

6456. Sir John Simon: We are coming to - the 
question of net earnings in a moment, but I want to 
get one other figure first if only for the purposes of 
comparison, which will make the fourth of those big 
figures which are in the region of £1,000,000,000. 
You have given us the figure for actual capital raised 
£1,120.000,000; you have given us the figure of market 
values, and it is £1,131,000,000; you have given 
us the figure of capital expenditure, and it is 
£1,176,000,000?— Yes. 

6457. Now just by way of comparison, what would 
the figure be if you were to apply the provision of the 
Act of Parliament, the 1844 Act, and purchase on a 
4 per cent, capitalisation? — May I preface the refer- 
ence to the figure by reading an extract from the 
1844 Act? The terms referred to in the Act of 1844 
provide, in the event of State purchase taking place, 
for “ payment to the company by the Government 
after three months’ notice in writing of a sum equiva- 
lent to 25 years’ purchase of the annual divisible 
profits on the average of the three years next pre- 
ceding the purchase, provided that if the average 
rate of profit should he less than 10 per cent, the 
company may, if they consider 25 years’ purchase 
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inadequate, require to be settled by arbitration wbat, 
if any, additional amount of purchase money shall be 
paid:” 

6458. That is an Act of Parliament we are familiar 
with; the public do not always remember it. It is 
Mr. Gladstone’s Act of Parliament, I think, when 
he was President of the Board of Trade — the general 
provision for the State purchase of railways if that 
should hereafter come about. What would the figure 
be if you take 25 years’ purchase of the average net 
income available for interest for, say, the three years 
1911, 1912 and 1913? — Twenty-five years’ purchase of 
the average net income available for interest, divi- 
dends, etc., for the years 1911, 1912 and 1913 would 
amount to £1,190,456,950. 

6459. Now, I think, we might perhaps pass to the 
subject of net revenue? 

Mr. Davis : Would it not be convenient for us to 
know the gross number of shareholders affected by 
this huge figure? It is rather important to know, 
when you are dealing with the community, what is 
the proportion. 

6460. Sir John Simon : I said just now that we had 
something about it, because I am sure I have seen it 
somewhere within the last day or two. — Something 
comes on. 

6461. It might be convenient to mention it now, 
because it is in Mr. Davis’s mind, and it is useful 
in this connection. Can you give us any figure, or 
any general indication, to show, for instance, what 
is the average size of the holding of a given share- 
holder in railway capital; that is, I think, what 
Mr. Davis wants? — I think if I read an extract 
from a letter which was addressed by the clearing 
hankers and finance houses of the City to the Chan- 
cellor of the Exchequer on the 17th March, 1919, 
it will answer Mr. Davis’s question. 

6462. This is the extract from the letter: “The 
capital of the British railways is now upwards of 
£1,300,000,000. This vast sum is spread in a way 
that the capital of no other industry is distributed, 
over the whole of the saving classes of the Empire.' 
This is evidenced by the fact that over 50 per cent, 
(in some cases a much larger proportion) of the 
shareholdings of the railway companies are under 
£500 per holding. Over 40 per cent, of the pro- 
prietors of spme of the companies are women. Even 
of the larger holdings in railway capital, the bulk 
is not held by financial houses or large capitalists, 
but by assurance companies, friendly societies, trade 
unions, and other bodies handling the savings of 
persons of small means. It cannot be doubted that 
the bulk of various holders of these small amounts 
are persons who are dependent upon the produce 
of their investment, and the assimilation of this 
enormous capital by persons of this class is due to 
the confidence which those who advise such persons 
have for generations placed upon the statutory 
guarantees conditioning British railway invest- 
ments.” 

6463. Mr. Jepson : So that if you get the number . 
of shareholders from the railway companies’ share- 
holders’ lists, it would not give a fair idea of the 
actual number of the shareholders in the railway 
companies, because, as you have truly said, there 
are large amounts invested by trade unions, friendly 
societies, and so on, and those amounts, represented 
by one entry in the shareholders’ lists, might repre- 
sent thousands of investors? — Certainly. There are 
numbers of the great friendly societies to which 
workmen belong who have holdings in British rail- 
ways. 

6464. Mr. Davis : And a large number of trade 
unions? — And a large number of trade unions. That 
in effect represents the savings of the members of 
the unions. 

Sir John Simon -. There is rather an interesting 
additional fact which I am told by a gentleman 
behind me, and you can easily verify it. He tells 
me that investigation was made to see, and, broadly 
speaking, the number of separate shareholders in 
the railway companies is as great as the number of 



men employed by the companies; that gives a very 
good indication of the average size. 

Mr. Davis : About 600,000. 

Mr. Jepson : Do you mind saying that again. Sir 
John? 

Sir -John Simon : The number of different share- 
holders in the railway companies, taking the share- 
holders’ list, is so numerous that it is as great as 
the number of people employed by the railway com- 
panies. 

Mr. Davis : Without the collective consideration ? 

Sir John Simon-: Without the collective considera- 
tion at all, yes ; in some companies I think it is 
more, but, of course, it varies. 

Chairman : We know that the ordinary trust fund 
very often holds railway debentures and shares. That 
is a fund from which two or three to a dozen people 
derive their incomes. 

6465. Sir John Simon : It is only the first trustee 
whose name appears on the register. It is con- 
venient to get that in here; I am much obliged to 
Mr. Davis; it does fit in with these very large 
figures with which we have been dealing. Now, let 
me come to “ W.P.3,” which is the only other table. 
Have you got there the net revenue of the com- 
panies available for debenture interest and dividend 
distribution of different kinds for the three years 
before the war? — Yes. 

(Table “ W.P.3 ” handed in. See Appendix.) 

6466. They very closely correspond. In the year 
1911 the figure is £47,480,823; in 1912, £46,423,785; 
and in 1913, £48,856,451 ?— Yes. 

6467. And then the average of those three would ho 
£47,618,278 ?— Yes. 

6468. Now I am going to ask you to take that 
average figure, and also to take the figure for the 
last year 1913 and express it as a percentage on the 
figure of capital, so that we may see what is the 
average percentage which the net revenue of the 
companies available for distribution bears to the 
capital? — The amount available on the avrage was, 
as you have just pointed out, £47,618,278. The actual 
distribution in the same period approximated very 
closely to that figure and amounted to £47,132,828; 
that is about £500,000 less, because some companies 
put sums to reserve. 

6469. About £500,000 a year less, of course? — Yes, 
a year. That amount distributed in that aggregate, 
namely, £47,132,828, was equivalent to a return over 
the whole capital subscribed, eliminating “ nominal 
additions ” of 4‘21 per cent, for the average of the 
three years in question, and 4'29 per cent, for the 
year 1913. On the ordinary stocks alone the average 
yield during the three years was 4’48 per cent., and 
for the year 1913 4‘65 per cent. 

6470. The four percentages you have given are : 
4 - 21, 4’29, 4'48, and 4’65? — That is right, and may 
I say that the actual available net revenue in 1913, 
namely, £48,856,451, calculated on the issued capital, 
excluding “ nominal additions,” was equal to 4'36 
per cent., and that available for the Ordinary stocks 
calculated on the capital subscribed was equal to 
4'84 per cent.; in other words, the earnings were more 
than what was distributed, and that accounts for. the 
varying in the percentage. 

Mr. Acworth : They have reserved, it seems to me, 
about 1 per .cent, of their net revenue or a little 
over; out of nearly £48,000,000 they have reserved 
a little over £500,000. 

Sir John Simon: Quite right; in round figures it 
is £500,000. 

6471. Mr. Acworth : It is really that they have 
reserved 1 per cent, of the net revenue and divided 
99 per cent. ? — The practice of putting sums to 
general reserve was not very general in this period. 

6472. I am taking 1913? — In 1913 it was fairly 
general, but it has become more general since. 

6473. But one is right in saying that in 1913 
roughly 1 per cent, of the net revenue was reserve 
and 99 per cent, was divided ? — Yes, that is quite a 
fair conclusion. I think I ought to point this out : 
When you speak of reserve that merely means what 
was put to general reserve after the absolute net 
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revenue had been ascertained, but in very many of 
the large companies before that net revenue was 
arrived at they had made large provisions for main- 
tenance and renewals in excess of their expenditure. 

6474. Sir John Simon: As I follow, in the case of 
most companies before they arrived at this figure 
you have given of net revenue available for distribu- 
tion, there have been put aside sums to general 
reserve? — Before the net revenue is arrived at out of 
which the distributions arc made, many of the com- 
panies have put large sums to renewal fund and other 
provisions — very large. Then after that has been done, 
and the net revenue has been arrived at, some of the 
companies place amounts to general reserve, and then 
out of what is left they pay the dividends, so there 
is a double process. 

6475. In the three years, 1911 to 1913, that last 
operation apparently would produce something like 
£1,500,000?--' Yes. 

6476. Mr. Jepson : Was not the general practice of 
the large companies something like this, that they 
laid down a programme, say, for ten years ahead, 
so much for renewal of engines, so much for renewal 
of carriages, so much for maintenance of permanent 
way ; if they did not spend that particular sum in 
the year they carried it to reserve, because they knew 
it would have to be expended ?— Yes. 

6477. Those are the items you are referring to that 
are quite apart from general reserve? — Yes. 

6478. Chairman : You have spoken of carrying sums 
to a reserve fund for renewals and maintenance. I 
presume when the renewals and maintenance are 
carried out various sums are drawn from that fund? 
—Yes. 

6479. It is not an accumulating fund all the time? 
— The practice is this : An estimate is made by the 
engineers and others of what, having regard to the 
life and character of the asset, would be the full 
maintenance charge, and that is set aside out of 
revenue to a fund. The actual expenditure that is 
incurred in the year is charged to the fund, and the 
balance is carried forward as unspent. 

6480. I take it in some years it might happen that 
a larger sum would be drawn from this fund than was 
placed to it? — It is a long time since I can remember 
such a thing happening, but my recollection is that 
the fund is a growing fund. I do not remember for 
years past where the fund at the end of a year was 
less than it was at the beginning. 

6481. We may anticipate that that will happen 
presently, because we know that the arrears of main- 
tenance and renewal have been very great indeed, and 
large sums have been placed ready to do it now? — 
Yes. Of course, the companies are looking to the 
Government to recompense them for the increased 
rate of wages and materials. 

6482. Mr. Jepson: You would not suggest, having 
regard to that last remark of yours, that as these 
separate funds charged to separate things have been 
growing constantly, there should at some time be a 
transfer to general reserve? — No. 

6483. Chairman : I take it that the railway com- 
panies’ idea of them is that they will at some time 
be required to carry out this maintenance and 
renewals? — Undoubtedly. 

6484. And maintenance and renewals, I take it, 
from an accountancy point of view, are things which 
are properly charged to revenue? — Undoubtedly. 

6485. Sir John Simon : Now I think we have 

reached the point where you can make your contribu- 
tion towards filling up that blank in the formula — the 
provision of blank per cent. I want you now, please, 
in your own way to offer your view to the Committee? 
— We have now arrived at the point where we ask 
ourselves what is a fair percentage of interest on 
capital expenditure to be allowed for in fixing rates, 
having regard to the facts I have detailed, and to the 
arresting of normal progress caused by the war?' I 
venture to suggest that an all-round rate of 5 per 
cent, on the capital expenditure, as shown in the com- 
panies’ published accounts to 1920, is fair and reason- 
able, and that a rate should be allowed on new capital 



expenditure corresponding to the rate which may 
have to be paid to obtain such new monies. 

6486. Just before you give reasons I want to be 
entirely clear what it is you suggest that this all- 
round 5 per cent, should apply to? — To capital 
expenditure. 

6487. Capital expenditure as shown in the com- 
panies’ published accounts down to the end of 1920? — 
I think so. 

6488. Some of that would have been spent, but some 
of it would have already matured .in revenue, and 
some of it would be about to fructify? — An enormous 
amount of capital expenditure, which is included in 
the figure I gave to the end of 1913, of £1,176,787,509, 
and expenditure since then to the present time, has 
only partially fructified. That is a most important 
point, in my judgment — the non-fructification of a 
large block of that expenditure. 

6489. Mr. Jepson: When you say “an enormous 
amount of it,” what does that mean? — Well, I will 
tell jmu. 

6490. You do not mean more than a half? — Oh, no, 
but may I give you this illustration now? 

6491. Yes. — Between the years 1901 and 1918 the 
capital expenditure of 14 of the principal railways in 
the country amounted to £131,856,000. My point is 
this — and it is a most important one — that a very 
large part of that expenditure is in process of 
fructification. 

6492. Chairman : Have you any idea in your mind 
as to how long one ought to allow as a general average 
for capital to fructify ? — Well, I am afraid I could not 
answer that; it varies so much. Some capital 
expenditure begins to operate, from a revenue point 
of view, in a very few years. In the case of other 
capital expenditure, for example, where a railway 
was being built into an area where coal-fields were to 
be developed, I have known instances where 15 years, 
20. years, and even 25 years have passed without the 
expectations of the pioneers of that field having been 
at all realised or approaching realisation, and to 
apply, therefore, an average term over expenditure 
which varies so much in character and in stage of 
develojiment is very difficult. 

6493. Of course it is, but here you have given us 
£131,000,000 over 18 years. Would it be fair to say 
that you might expect the capital to have fully 
fructified Jin ten years, as a rule; that is to say, there 
would be some which was over ten years, as you just 
pointed out, and therefore still have to fructify; on 
the other hand, other parts would have fructified 
in a good deal less than ten years? — I really would 
not like to strike an average. I would rather leave 
that to some practical railway expert familiar with 
management, who watches that process from day to 
day. 

6494. Mr. J epson : You could only arrive at it by 
taking out the actual experience over a number of 
years ? — Anything else, I am afraid, would be more 
or less guesswork. 

6495. Chairman : May I put it in this way : as a 
rule a railway company would not enter upon ex- 
penditure which it did not expect to fructify within 
ten years ? — Oh, I think there are some cases where 
they would. 

6496. I am thinking of such a case as you just men- 
tioned. There would be a few cases, I imagine, also 
in building a passenger line, of a feeder thrown out 
into the country where at present there are no 
houses ; the railway company would anticipate that 
houses would begin soon, but the place might not fill 
up for probably more than ten years? — Or even 
longer. 

6497. I said “more than ten years;” you cannot 
have longer than that ? — I should very much like to 
help you if I could, but I am really a little afraid of 
giving any period. I would much rather the railway 
people, who are much better qualified to answer that 
question, should deal with it. 

Sir John Simon : One or two of the gentlemen 
round me have instances in mind, naturally. 

4 Gr 
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6498. Mr. Jepson: Do you know if any figures 
have been got out showing the fructification of 
capital expenditure? — The period of fructification? 

6499. One can understand, of course, taking a new 
Yorkshire coal field, that immediately the railway 
gets up there the collieries are going, and there is 
an enormous amount of traffic, yielding a good 
revenue to the railway ; on the other hand, you may 
find through an agricultural district that it takes 
years before you can earn your working expenses. 
I was wondering whether any figures had been got 
out by the railway companies over a period of years 
to show what was on the average the fructification 
period? — I have not seen any. 

6500. Chairman : Of this £131,000,000 which you 
speak of, was any substantial portion due to the 
expectation that there would be slow development? 
— Oh, yes, there were the docks at Hull — a very large 
expenditure by the North-Eastern Railway, and the 
Great Central Railway. 

6501. Mr. Acworth : Have you that £131,000,000 
under the years? — Yes. 

6502. The great bulk of it was spent not later 
than 1910; it is the earlier years when they were 
spending heavily? — I think I can help you there a 
little bit. 

Sir John Simon: I do not know if I might just 
give Mr. Davis four figures which were mentioned 
when he happened not to be present ; I think they 
would be interesting to hear, because of the evidence 
we are just going to have. The witness, after giving 
the figures which you heard, went on to state what 
percentage the total net revenue of the companies 
distributed before the war bore to the total capital 
figure, and he gave these four figures, if you would 
not mind making a note of them, and the Chairman 
will allow me to repeat them; if you take the three 
years before the war, the percentage of average 
distributions to the capital subscribed was 4'21. 

Chairman : After eliminating nominal additions. 

Sir John Simon: Yes. All the nominal capital 
has been taken out. You take the real capital, and 
the real capital is 4'21. If you take the last year 
before the war, 1913, the corresponding figure is 4'29. 
Then the witness confined himself to the ordinary 
stocks after the fixed percentage had been paid on 
the debentures or the preference, and if you take 
that, the average yield on the ordinary stocks for 
three years was 4'48, and for the year 1013 alone 
4’65. Those were actual distributions. If you were 
to take the actual available net revenue, not the 
actual distributions, because they never distribute 
all that they might have distributed, then you get 
for the year 1913 a figure of 4'36, or, taking the 
ordinary stocks, you would find the figure would be 
4’84. Sir William then went on to say that, in his 
view, having regard to the fact that some of the 
capital had not fructified, and other considerations, 
which he is now going to -give, the fair figure to 
take in fixing rates would be to secure an all-round 
rate of 5 per cent, on the capital expenditure made 
down to 1920, and the rate to be allowed on new 
capital expenditure in future to correspond with 
the rate at which money had to be raised. 

Mr. Davis: Do you mean 5 per cent, average? 

6503. Sir John Simon: Five per cent average. 

Then, of course, the question of how it would come 
to be distributed between different parties arose, 
and for the future that the rate to be allowed on 
new capital expenditure should correspond to the 
rate which may have to be paid to raise the. new 
money ; otherwise I think what the witness is now 
going to say is not very intelligible? — In answer to 
Mr. Acworth’ s question, the capital expenditure on 
the 14 railways since 1910 is just over £31,000,000. 

6504. Mr. Acworth: £108 millions has had 10 years 
to fructify? — Yes. One moment: I am dealing in 
my figures up to the end of 1913. 

6505. There has been very little since? — Yes. 

6506. Out of £139 millions that you have dealt 

with £108 millions has had 10 years to fructify? 

Yes, 10 years — between 10 and 20 years; but the 



figures which I have submitted to the Committee 
only go to the end of 1913. 

6507. That is quite true. In addition to that there 
may be x, and it is a small x, that still wants time 
to fructify; but of the figure -you have been able to 
deal with, £139 millions, that we know has been 
raised up to 1913, only £31 millions of that has been 
spent in the last 10 years, and, therefore, has had 
less than 10 years to fructify? — The reason why the 
amount of the last 10 years is so small compared with 
the earlier 10 years is because during the War the 
directors naturally hesitated to commit themselves 
to capital expenditure. 

6508. I am not arguing anything with you. I am 
only trying to see if I have got your facts correctly. 
I am not drawing any inferences. — No, I did not 
intend to convey that.' I only wanted to point out 
why the arresting of the capital expenditure had 
taken place. 

6509. Mr. Jepson: On the figures you have given 
it shows that during the first 10 years at any rate 
the expenditure per annum was not so great as 
during the last three years, 1910 to 1913. There is a 
greater expenditure for the capital account during 
the three years 1910 to 1913 than there was from 
1901 to 1910? — No. I am afraid that is not so. 

Mr. J epson : I think it is on the figures. 

6510. Chairman: Will you give the figures again? 
— During the 18 years the total capital expenditure 
on the 14 railways is £131,856,000. Between 1911 — 
that is, after 1910 — 1911 to 1918, it is about 
£31,000,000. 

6511. Mr. Jepson: It is to 1918, not to 1913? — 
No, that is what I was pointing out. 

6512. I thought it was for 1910 to 1913 that you 
gave £31,000,000? — No. I was pointing out to Mr. 
Acworth that the figures I had been giving you for 
revenue purposes only go up to the end of 1913. 

6513. Sir John Simon: There is just one other 
consideration that might be mentioned. The effect 
of the War on these things is obvious to all of us to 
a point, but would not it be right to say that one of 
the effects of the War has been an arrest in the 
fructification of the capital — in the development 
which one might have expected as a development 
which has taken place in the same way during the 
war years? — I think that is a very fair conclusion. 
A great deal of the capital expenditure on railways 
is in areas where industrial development is looked 
for. During the War there was undoubtedly an 
arresting of industrial capital expenditure. 

6514. But it was specialised and very intense in 
some places ? — Where there were munition factories, 
and so on. 

6515. The thing which was calculated for did not 
happen in the ordinary way? — -No. 

Chairman : Do you suggest there is in 1920 less 
goods or less passengers carried than in 1913? 

6516. Sir John Simon: No, I do not suggest that 
at all. I am not suggesting anything. I was rather 
speculating whether or not there might well be cases 
of capital expenditure shortly before the War for 
the purpose of developing a particular area which no 
doubt will be developed, but which, under the excep- 
tional conditions of the War has not developed quite 
on the line which was expected. That was what I 
was putting. You have two or three considerations 
you want to mention about the 5 per cent, in respect 
of the capital already expended? — Yes. 

6517. Mr. Davis : Taking what Sir John Simon has 
been good enough to put in evidence before us, that 
5 per cent, before the War probably bore an Income 
Tax of Is. 3d. or 2s. in the £? — Is. 2d. 

6518. Dealing with the future, and at the present, 
it is 6s. in the £ ? — Yes. 

6519. Is not there really, therefore, a reason to 
claim rather more in the future than the shareholders 
have received in the past? — Well, 5 per cent, on the 
capital expenditure all round does produce a figure in 
excess of what was distributed in the past, 

' 6520. Chairman: About £10,000,000 more? — Yes. 
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6521. Mr. Davis : I do not quite follow tliat. 

Perhaps I do not quite understand you. If I am a 
shareholder in a railway company, getting 5 per cent, 
as a dividend now, I have to pay 6s. in the £, whereas 
before the war I only paid Is. 2d. in the £? — That is 
perfectly true. For instance, supposing your income 
before the war from railway securities was £10, and 
the income tax was Is. 2d., that would be 11s. 8d., 
and you would have got £9 8s. 4d. net. Your divi- 
dend now, we will say, instead of being £10, is £12 
gross. The income tax on that would be £3 12s., and 
your net dividend, instead of being £9 8s. 4d., would 
be £8 8s. 

6522. Mr. Acworth: You have not given us exactly 
what the figure would be on the basis of 5 per cent, 
overhead on the ordinary stocks? — I can give it you. 

6523. It is coming? — I can give that at any time. 

6524. Sir John Simon: You were going to give us 
two or three considerations bearing on this 5 per- 
cent., and the reasonableness of the figure? — 5 per- 
cent. is a lesser rate than that obtainable now, and 
what will be obtainable for some years to come on 
Government securities and municipal stocks secured 
on the rates, and should, I venture to think, be 
regarded as a minimum for a national public utility 
service conducted in a businesslike manner to earn 
on its legitimate capital expenditure. Secondly, a„ 
return of 5 per cent, on the capital expenditure is 
approximately equal to 5J per cent, on the aggregate 
capital issued, excluding nominal additions, and is 
considerably below what can be expected as a return 
on capital invested with safety in other commercial 
enterprises. The minimum rate to be allowed to the 
railways on the ascertained value under the United 
States legislation is 5J per cent., with certain addi- 
tional allowances. Under the Excess Profits Duty 
Act, the 1915 Finance Act, the minimum allowance 
for interest on capital, both in fixing the percentage 
standard (in lieu of the profit standard) and for cal- 
culating increase on capital of companies and other 
corporate bodies, was fixed at 6 per cent., and that 
was subsequently raised on the 1917 Act to 9 per 
cent. It may be at this moment it would be con- 
venient if I answered Mr. Acworth’s inquiry. I have 
just pointed out that if 5 per cent, be given to the 
companies in respect of the aggregate capital expendi- 
ture, it would be equal to 5'25 per cent, on the sub- 
scribed capital — 5 per cent. on the capital 
expenditure. 

6525. Mr. Acworth : 5 per cent, nominal and 5J per 
cent, on the subscribed? — Yes, on the subscribed. 

Sir John Simon : We have been using nominal in 
another sense, but on what I think is meant that is 
right. 

6526. Chairman : I understand your 5 per cent, to 
be upon capital expenditure? — Yes. 

6527. That is £1,176,000,000 ?— Yes. 

6528. That is the figure you meant to charge 5 per 
cent. on? — Yes. 

6529. That would be 5i per cent, on the actually 
subscribed capital? — On the total subscribed capital 
of £1,120,000,000. 

6530. Sir John Simon : To put a concrete case, sup- 
posing a railway company is able to issue capital at 
a premium, really getting £130 while it only incurs a 
liability on account of £100, you have not taken that 
£30 in, but you have only taken the £100? — 
Certainly. There are many cases which are familiar 
to us where companies have issued their ordinary 
stock at a very high premium — £100 stock issued at 
£120, £130, or £140. This is calculated on the £100. 
There are multitudes of cases where people who hold 
stocks have had to pay in the market for those 
stocks a very, very high premium. I know of cases, 
to my regret, where for Great Western stock £200 
lias been paid for £100 stock. 

Chairman : And both on the North-Western and 
the South-Western. 

6531. Mr. Jepson: The North-Western £209, I 

think. — Yes. So that this is calculated on the 

nominal amount of £100. 

6532. Mr. Jepson: If you put that as a limitation, 
whether it is 5 per cent, on the subscribed capital 



or 5J per cent, on the nominal capital, would not 
that be a limitation on some companies which are 
at present earning more than 5 per cent.? — No; 
this is only on the aggregate capital. I am only 
dealing with the aggregate. 

6533. You are averagng on the aggregate? — I am 
not considering in any view its effect on individual 
companies. 

6534. That we shall hear about later? — Yes. 

6535. Mr. Davis : I suppose these extraordinary 

premiums did not keep up during the war, when 
the Government took over the railways ? — There are 
very few railway stocks now which are not selling 
at a very considerable discount. 

6536. Chairman : There are no railway company’s 
shares at a premium now? — I have never heard of 
them. I thought Mr. Davis said something about it. 

6537. You have spoken of what is the market value 
of money to some extent. No doubt we can find it 
for ourselves in the daily papers, but it might be 
convenient to have a table put into the schedule of 
the notes showing what money is commanding nowa- 
days. You can buy Consols at £45. — We have an 
illustration which is appearing in the papers now 
of Local Government stock, 3 per cent., being issued 
at £50, which means 6 per cent, that the Govern- 
ment is paying for the money. 

Chairman : It might be convenient to have a table. 

Sir John Simon : We will consult with Sir William 
and see what is the simplest form to put something 
on the notes. 

Chairman : A table which would give us an idea 
that Government securities of Great Britain com- 
mand so much, Colonial Government securities com- 
mand so much, British railway debentures so much, 
guaranteed stock so much, ordinary shares so much. 

6538. Sir John Simon : We could do that, Sir 

William? — Quite easily. 

Chairman : We do know that some railway 

securities command between 8 and 9 per cent. 

6539. Sir John Simon : 1 would like to make plain 
an answer which has just been given. Do I follow 
rightly that when you speak of 5 per cent, as the 
all-round figure, that is merely as a guide to fix 
the level of rates in order to see whether the total 
product of the whole reaches the proper sum? — Yes. 

6540. It is nothing to do with whether any par- 
ticular railway company would pay 5 per cent, or 
anything else? — No. 

Mr. Jepson : That is what I wanted to make clear, 
lest there should be any misunderstanding. 

Sir John Simon : I knew you did it for that pur- 
pose, and that is my excuse for mentioning it. We 
must come to that, which is a very difficult question, 
but for the' moment we were simply addressing our- 
selves to this : How and when the proposed revision 
takes place from time to time, is the Revising Com- 
mittee, whatever it is, to judge whether the total 
produce of the railway rates is producing too much 
or not enough? That is not anything to do with 
what any particular railway company or group of 
railway companies is able to pay; that is a separate 
and different question. 

Mr. Jepson: Then there is the further question. 
You have already intimate 1 that, as regards the 
rate of future capital, it must be such a percentage 
as will attract capital to railways, as compared with 
commercial undertakings, i do not know how you 
are going to dovetai': that on to the 5 per cent 

Sir John Simon : The proposal, as I follow it, is 
that you ought to take the capital expenditure 
down to the end of 1920, and as regards that capital 
expenditure to be ascertained from the published 
accounts the 5 per cent, would be the proper figure. 
That only becomes a matter of arithmetic. Then, 
when you come to new capital, to promise 5 per cent, 
at the present moment would be no use to anybody. 

Mr. Davis : You must have new capital for develop- 
ment. As companies are offering 8 per cent, at 97J, 
the railway companies would have to compete with 
that. 
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6541. Sir John Simon: Otherwise they will not get 
the money at all. Have you looked at your Note 15 
to see wffiether that serves the purpose which the 
Chairman referred to? — It would. 

6542. Chairman : If I am not mistaken, on the 
figure of capital expended to the end of 1913 which 
you have given us, the £1,176,000,000, the income 
at 5 per cent, that you would ask for would oe 
£58,800,000?— Yes. 

6543. That is an increase of £10,000,000 over the 
income of the year 1913? — That is so. Perhaps I 
might continue from that point. The actual figure 
is £58,856,000. Then I deduct from that the interest 
on the debentures, and rent charge stocks, the 
guaranteed stocks, and the preference stocks in full. 
That would take £30,554,461, and that would leave 
£28,301,000, which, calculated on the ordinary 
capital of £393,824,080, amounts to between 7 and 7J 
per cent. 

6544. Mr. Jepson : On the ordinary stock? — Yes, 
between 7 and 7J per cent. As a matter of fact, 
I worked it out to be exactly 7'19 per cent., but I 
have called it generally between 7 and 7J per cent. 

6545. Sir John Simon: You think that ought to be 
a sufficient inducement to the general investing 
public to invest in the ordinary stock of railways? — 
Yes, provided also that new capital which is required 
has attached to it a rate that more or less corre- 
sponds to the cost that has to be paid for it. 

6646. Mr. Acworth : Do I understand you to say 
that you propose to leave the 2J per cent, perpetual 
debentures to draw 2-| per cent. ? — Yes. 

6547. They are not going to get anything better? — 
That is a contract. 

6548. But the existing ordinary stock which was 
earning 4 per cent., or 4J per cent., and standing at 
par, or something of that kind — it would have been 
at part at 4J per cent., would not it? — A long time 
ago. 

6549. I am talking of 1913? — It might have been. 

6550. Somewhere about it? — It might have been. 

6551. Gall it 4J per cent., or 4| per cent. — I am 
only trying to get the point clear? — Yes. 

6552. That would be, so to speak, put up to an 
average of 7 per cent. ? — Well, I cannot apply this 
all-round increase to any individual railway. That 
there would be an increase in railway ordinary divi- 
dends is undoubted; but what the exact amount 
would be in each case I cannot say. 

6553. You gave us this: that the ordinary stock 
in 1913 only got 4'65 per cent. — the average ordinary 
stock got 4'65 per cent. ? — Yes. 

6554. The average ordinary stock in 1922 we will 
say would get 7 and a bit? — On the aggregate of the 
railways. 

6555. Yes? — That is on the aggregate. 

6556. Why is the ordinary stock to get all the 
benefit, and the debentures and the preference to be 
left out in the cold? — I think the ordinaries who have 
taken the risk throughout the history of railways are 
the people who are entitled to any benefit. They have 
borne the brunt of the financing : the senior securities 
have a fixed rate, which has been paid throughout, 
and for which the ordinary shareholders’ capital and 
the revenue falling to the ordinary shareholders was 
the security. I do not see how you can, with fairness, 
give to people whose income has been secured and 
regularly paid a corresponding advantage which, I 
think, people are justly entitled to who, for over half 
a century, have borne all the risks of the adventure. 

6557. Mr. Davis: Is not it like this? The deben- 
ture holder was somewhat like the ground landlord in 
a building. He gets his income from the land, for 
sure, but those who own the property are enter- 
prising, and if they fail, they fail; but if they gain 
they should have their reward? — I think that is a 
very fair illustration. 

6558. Mr. Acworth : The thing which puzzles me is 
this. You and I know, looking back on the history 
of railways, quite a number of them have never varied 
more than 1 per cent, at the most over a generation? 
— Yes. 



6559. It was not as though you invested in a specu- 
lative security. You took it that when a debenture 
was worth 3 per cent., the ordinary was worth 3f per 
cent., or was on a 3J per cent, basis. It was not 
really a speculative security. 

Chairman : I think that some people did, though 
the investor may not. 

6560. Mr. Acworth : So that they are getting their 
pre-war dividends? — Yes; but I want you to bear this 
in mind, and I think it is important. We are seek- 
ing, hy introducing a fixed rate of interest, namely, 
5 per cent, on the capital expenditure of 1920, to fix 
a stabilised sum which will last for all time on that 
capital expenditure. On the other hand, the capital 
expenditure, to a large extent, would be fructifying, 
and to the extent of the revenue derived from 
fructification beyond what it is now, so will the addi- 
tional charge of 5 per cent, get reduced. May I give 
an illustration to show how, in fact, it works out? 
Supposing the Government were to pay the railway 
companies on a 5 per cent, basis, and the revenue at 
the time they took the railways over we shall say was 
the 1913 revenue, you may say the difference between 
that and the 5 per cent, would be a loss to the nation. 
It would not, because that 1913 revenue will expand, 
and continually expand, whilst large pieces of their 
Capital expenditure fructify. 

6561. Mr. Jepson : Is not it fair to argue from that, 
if the rates and charges were fixed so as to produce 
5 per cent, all round on the capital expenditure, as 
the traffic expanded of the various companies, and 
as the fructified capital became more fructified, there 
would be a larger revenue, and therefore a larger 
return than 5 per cent, on the capital expenditure? — 
Quite probably. 

6562. That is what your argument is? — Yes. 

6563. That always assumes that your rates are not 
so high that you set up or encourage competitive 
forms of transportation? — That would have to be 
watched by the people who are responsible for the 
groups, but I think the proposition I made is not an 
unfair one, that for capital which on the whole has 
been wisely laid out, a 5 per cent, return all round 
is reasonable. I illustrate that by referring to the 
American Act, by the rate which is paid on Govern- 
ment securities, and by what has been happening in 
Parliament during the last Session. I remember, in 
the case of the South Metropolitan Gas Bill, a pro- 
vision was made in the Bill that there should be in- 
serted a rate per cent, on the shareholders’ capital, 
which was to be regarded as a charge before revenue 
was arrived at for division among consumers and 
workmen, just as much as wages were a charge. That 
Act recognised the rights of the capitalists just as 
much as it did the rights of the workmen. 

Chairman : If the rates are fixed at that particular 
figure with a view of securing the railway companies 
fair treatment, I presume it would be a corollary to 
that, that, if their profits rise, it would be open to 
the trades and to the passenger to come forward and 
ask that railway fares and rates should be reduced? 

Sir John Simon: That certainly is our own view. 
The principal reason why, in my opinion, this evi- 
dence is relevant and helpful at this stage of the 
inquiry is that what is contemplated as one of the 
principles of fixing rates is some system of revision 
from time to time. That is really necessary. It 
seems to us that one of the principles that ought to 
be laid down is the principle of securing this all-over 
return. It would follow that when the revision takes 
place, which may be some years hence, when the tri- 
bunal is asked to consider whether the general level 
is too high or too low, figures would then be avail- 
able to show whether the principle which Parliament 
lays down on the Committee’s recommendation has 
been secured in the event, and if, of course, it has 
been exceeded that would be a reason for bringing 
the rates down. 

Chairman : Quite so. 

6564. Sir John Simon : That is my understanding, 
and I think it is yours, Sir William? — Yes. 
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6565. May I ask you, in this connection, just to 
deal with this consideration ? It is common ground 
that railway companies will need to raise capital for 
the purposes of urgent development, and, therefore, 
they have to go and get it. Whatever the body is, 
it has to go and get it from the investing public. 
How is that consideration one which is important 
in showing the necessity for securing this 5 per cent.? 
— Well, I think it is very necessary that the con- 
fidence of the railway investors should be restored. 
Railway investments are far from popular at the 
moment, as is witnessed by the fall in the market 
value of their stocks. To win that confidence you 
must ensure to .them, it seems to me, a reasonable 
and proper return upon their capital. You very 
often find in railway companies, as in gas and water 
undertakings, that the people who invest in those 
particular stocks are the same people. A man who 
likes railway stock buys more railway stock. A man 
who likes gas stock buys more gas stock. It is very 
important, looking to the future, as new capital 
must be got in very, very large blocks, that that con- 
fidence should be restored. 

6566. Mr. Davis : 1 think you would agree, taking 
into consideration the extra traffic and the great 
turnover of .the railway companies in comparison 
with pre-war, that such confidence should not be 
restored artificially, but it should be based on the 
prosperity of the railways and not on any subsidising 
of the companies as a whole through Parliament? — I 
quite agree. I think we all want to see subsidies 
stopped, and see the railways themselves put on a 
secure financial footing. 

6567. For instance, if an ordinary concern is very 
busy, then it yields a profit to its shareholders; and 
that is what you would considei should be the basis 
of the railway companies as a whole? — Yes. I say, 
on the assumption, as I think I have proved, that in 
the aggregate the capital expenditure of the railway 
companies has been wise, and I further assume that 
they are managed in a businesslike and economical 
manner, the net return to the proprietors on the 
capital so employed may be reasonably and fairly 
fixed at not less than 5 per cent, up to now; but at a 
higher rate on new capital raised, which will cost 
more. 

6568. Mr. Acwortli : Let me be sure if I understand 
you. The existing capital has 5 per cent. ? — The 
existing capital expenditure has 5 per cent. 

6569. £1,176,000,000 is to have 5 per cent.? — Yes. 

6570. We will say you have to raise another 
£5,000,000 new capital? — Yes. 

6571. The rates are to be charged so as to cover 
that not at 5 per cent., but at 8 per cent., or whatever 
figure is required to raise it? — Yes. 

6572. It is not to come out of the advantage of 
raising 4-| per cent, to 5 per cent.? — No. 

6573. It is to be an addition? — Yes. 

6574. I was not quite sure I understood you aright ? 
— Yes, there is no doubt about that. 

6575. Sir John Simon-. Incidentally, if the sub- 
sidising of the return for the new investor was to 
come out of this £10,000,000, or whatever it is, you 
would always be setting the old shareholder against 
the new shareholder? — I think you would not satisfy 
the old shareholder. 

6576. You could not say: “We need some new' 
capital, and we will get it if you only give up a pro- 
portion of your return on the new ordinary shares ”? 
— There might be difficulty in getting the necessary 
resolutions passed. 

6577. Just look at page 8 of the document, and tell 
me whether you have dealt with the matters on it? — 
Y~es. 

6578. Mr. Acwortli : Just let me ask you one ques- 
tion on that before you leave it. On a first-class rail- 
way debenture to-day you could raise money at 64 or 
6j per cent. ? — Yes. 

6579. Less than the average income of the ordinary 
shareholder ? — Y es . 

6580. Do not you think that once the shareholder 
has practically a Parliamentary guarantee for his 



ordinary dividend, you could raise all the capital that 
you want by prior charges? — As you know, that is 
not the usual way of raising railway capital. 

6581. Not in this country? — No. It is generally 
done in thirds. 

6582. That was because, as you said, the ordinary 
had certain elements of speculation in it? — Yes. 

6583. If the ordinary has a Parliamentary 
guarantee, is there any reason why all the new capital 
should not be raised as a prior charge? — I think if 
there was a Parliamentary guarantee it would cer- 
tainly make it very much easier to raise the required 
capital by prior issues. Of course, the bigger you 
load the prior issues in comparison with ordinary 
stock, the less popular becomes the ordinary stock — 
there is too much of a heavy weight in front of it. 
But if to that you say, “ Well, a Parliamentary 
guarantee will ensure, under economical management, 
to the ordinary shareholders of the British railways 
as a whole something over 7 per cent.,” I think there 
is a good deal in what you say. 

6584. You know, for example, that in America 
something like about 55 per cent, of the total is 
borrowed capital? — Yes, I know; but I do not want to 
follow some parts of American railway finance. 

6585. You know in France, where the railways’ 
ordinary capital is guaranteed by the State, more 
than 90 per cent, of the total is raised by bonds? — 
Yes. 

6586. You have the State supporting the 10 per 
cent., and the 90 per cent, is perfectly safe? — Yes. 

6587. Surely there is no reason to contemplate rais- 
ing ordinary capital here at 8 or 9 per cent.? — I 
hope if, as you say, there is an effective Government 
guarantee, the return to the shareholders in the 
aggregate will be in the neigbourhood of 7 per cent, 
or a little over. In those circumstances, I think the 
railways would probably appeal to the investing 
public to raise money in the form of debentures, or 
guaranteed or preference stock, at a lower rate than 
the rates they are paying on the ordinary; but I 
would like to point this out : It will not be easy 
just now, or for some time to come, to get preference 
stocks at 7 per cent. 

6588. No?— You might get a debenture stock at 
something like 7 per cent. ; but when the Govern- 
ment itself is paying 6 per cent., is it likely the 
investors in railways will be content with the same 
rate? 

6589. Will not they do just like the people who 
are buying Local Government Board stock at £50? 
There there is a great opportunity of capital appreci- 
ation. It is a very good 6 per cent., with a great 
prospect of appreciation? — I hope they will. 

6590. Sir John Simon: The expression has been 
used of guaranteeing the ordinary shareholder. I 
think I follow the sense in which Mr. Acworth used 
the expression; but, as I understand, there is no 
question here of guaranteeing in any proper sense. 
It is merely that the Act of Parliament should lay 
down that, in fixing the rates, this over-all return 
should be one of the principles sought to be applied. 
Whether, in the event, it is produced, will depend 
on what the traffics are. There is some complication 
as to how it will work out in reference to the par- 
ticular companies in which the shareholder holds 
his ordinary shares? — Yes. 

Chairman : I think we are agreed that the only 
proposition we have before us is, that a tribunal 
which it is proposed should be set up should receive 
an instruction from Parliament to so fix the rates 
as to produce a certain percentage. Nobody can feel 
any certainty that whatever is done there will 
necessarily produce the whole amount. The rate 
may be fixed with the greatest possible skill by this 
future unknown tribunal, and it may at the moment 
it is fixed be exactly right. Nobody can say whether 
six months or a year or two years or five years later, 
owing to some change in the financial state of the 
world, or commercially, something may have 
happened which may reduce traffic, and therefore 
■ make the rates insufficient to produce the figures in 
question. 
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Sir -John Simon : There is always the question of 
whether or not the tribunal is able correctly to 
estimate how much traffic will pass. 

Chairman : Quite so. Obviously the tribunal might 
very well make a mistake; and, even if it were 
appealed to promptly again, there would be an 
interval of time, and, even if it had done its very 
best, circumstances might change and defeat its 
object. 

Mr. Acworth : I entirely accept what the Chairman 
has said, but the point I was putting to Sir William 
was this : If the tribunal are instructed to put 7 
per cent, on the ordinary, it is almost impossible 
that they should go so far wrong that the ordinary 
shall get nothing, the preference shall get half short 
— and even then the debentures are safe. That is 
the point. 

6591. Sir John Simon : I quite follow that. 1 was 
interested in the American analogy, because we have 
been looking into it ourselves. Before we go on to 
the next part of your proof, would you just see 
whether there is anything you want to add on what 
I think are your pages 7 and 8? — Well, I have 
already referred to the capital expenditure of the 
14 principal companies. I do not think I need 
repeat that. The next question is on wages and 
capital. 

6592. What Mr. Davis said just now is really very 
much what you were going to say? — Yes. Labour 
has received very large increases over the pre-war 
wage for doing the same or perhaps less work. The 
companies have only been guaranteed the pre-war 
profit. 

6593. Mr. Davis : Less work, because there is a 
lesser number of hours, you mean? — Yes, less work 
in the week. 

6593a. Less work, because .there is a lesser number 
of hours? — Yes; and possibly it may be that they 
have not worked so hard. I do not know. 

6594. That is not a fact; that is an opinion? — It is 
certainly true that there are fewer hours in the 
week. The companies have only received the 
guarantee of the 1913 net operating receipts. Com- 
mercial and industrial companies which are large 
users of railways have, in a vast number of cases, 
paid an appreciably higher dividend than before the 
war. I have a list of them ; but that is so well known 
that perhaps I need not illustrate the fact. The 
railways have been practically sterilised. There 
seems to me, in my judgment, to be a large margin 
of net revenue available to_ protect the ordinary 
shareholder’s security, apart from extra revenue 
obtained by the use of new capital, if confidence is 
restored and new money obtained. That only repeats 
what I have been saying already. 

6595. Mr. Jepson : I was wondering if you would 
put it into any figures. You talked about 5 per cent, 
or 5J per cent, on the nominal capital being sufficient. 
Could you arrive at a figure? Supposing there was 
another £200,000,000 to be spent within the 10 years, 
or something like that, which had to produce for it 
to be got at the rate of 7 or 8 per cent., would that 
be merged into the subscribed capital of 
£1,171,000,000, and would it really alter your rate of 
percentage up to 5J, or something like that? — No. 
What I would suggest is that the rate per cent, be 
applied to the amount of capital expenditure up to 
the end of 1920. That would be ascertainable from 
the published accounts when this year is closed. For 
future capital expenditure the rate to be allowed 
should approximate to its cost. I have endeavoured 
to ascertain what the capital expenditure amounts 
to which lies ahead for some years to come of the 
British railways, but I cannot get a figure. That it 
will be enormous there is no question; but I am not 
aware that the companies as a whole have been able 
to prepare such a list and to attach present values 
to the work that is required; but I am told it will be 
a very large figure indeed. Might I just say in the 
Ministry of Transport White Paper Command 
No. 787 this is stated on page 3, under the head of 
“ Finance.” 



6596. Sir John Simon: That is the document which 
was issued on the 30th June by the Minister, soon 
after it was expected that he would make a state- 
ment in Parliament? — Yes. I will read the extract 
from it. It says: “The Act of Parliament should 
lay it down that rates and fares shall be fixed at such 
a level as, with efficient and economical management, 
will in the opinion of a prescribed authority, enable 
railway companies to earn a net revenue substantially 
equivalent, on some pre-war basis, to be settled in 
the Act, to the combined net revenue of all the com- 
panies absorbed in the group.” If the word “ equi- 
valent,” as used in the White Paper, means not the 
same rate or amount, but value in purchasing power, 
then the rates of return on capital should obviously 
be raised above the pre-war return. 

Mr. Jepson : .This does not go quite far enough. 

Sir John Simon: Does not it turn a good deal on 
what the meaning of the word “ equivalent ” is? 

Mr. Jepson: It all depends on that. 

6597. Sir John Simon : I rather think it is quite 
deliberate that the word “ equal ” is not used. I 
think “ equivalent ” is intentional. As regards new 
capital required, it is obvious you have to have 
regard to the conditions prevailing at the time the 
capital is raised? — Yes. Perhaps I may say now that 
I hope it will be appreciated that if the suggestion I 
have ventured to make be adopted, it would not mean 
that the stock of a railway at present earning nothing 
would in future earn 5J per cent., or indeed any other 
specific rate. What the Committee is engaged upon, 
as I understand it, is not to fix the revenue of a rail- 
way per unit of capital employed, but per unit of 
traffic passing. The factors which differentiate the 
railway companies in regard to revenue return on 
capital, such as diversity of traffic, capital cost of 
works, price at which capital ha* been raised, and so 
forth, would not, on my suggestion, be disturbed by 
anything , that may be done in pursuance of the Com- 
mittee’s report. The railways would be left un- 
affected in their relative prosperity. It is suggested 
that the Committee is not so much concerned in an 
inquiry into the capitalisation of particular railways 
as to fix the aggregate amount of capital to work to 
as an element in determining the scale of rates to 
apply as nearly as may be throughout the Kingdom. 

Chairman : What we are hearing is very interest- 
ing, and I desire to hear it all, but I do not know 
that it does fall within the Committee’s functions. 

Sir John Simon : It is difficult to know how to pre- 
sent this part of the case. We have been through 
the shorthand notes and tried to take out certain 
points. 

Chairman : Why I said that, and why I was anxious 
to say it, is that it may appear we were arrogating 
to ourselves functions which had not been delegated 
to us. I want to continue to hear what is being said, 
because I think it is helpful to us; but I do not want 
it to pass that I consider it is our business to fix what 
the figure is to be. 

Sir John Simon : No. When we give you, as we 
will in the course of to-morrow, the heads on which 
we submit the Committee should report, and you see 
how we put it — we have not gone into it in great 
detail — you will see we have put in a figure because 
we thought you might feel able to do it. We have 
filled up the blank and put in a figure in accordance 
with what Sir William Plender is saying. 

Chairman: I think that must be for Parliament; 
I do not know that we can make a recommendation. 

Sir John Simon : We can only make our submission 
to you. It is our strong, view that that would be one 
of the general principles to be applied in fixing the 
rates. That is a matter that you and your colleagues 
will consider. 

Chairman : You might state it to be a general 
principle that it should be such a figure as would 
make a fair return; but I very much doubt whether 
it has been relegated to us to express an opinion on 
what return would be fair. 
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Sir John Simon-. That you will consider. It may 
well be that in any case you will feel that it is neces- 
sary to point out the difference between a fair return 
in respect of capital already expended and the 
necessity of securing a sufficient income to encourage 
new capital to come in. 

Chairman : Certainly, I think that is a matter wo 
ought obviously to deal with. 

Sir John Simon : That seems a matter of principle. 
1 hope you will agree that what Sir William Plender is 
saying is far from being a waste of time. 

Chairman : I very much agree. 

Sir John Simon : There is a certain amount more 
that he is prepared to deal with on a number of other 
matters. I do not think we should succeed in finish- 
ing what he is saying to-night. 

Chairman : If it is convenient, we will adjourn 
now. 

Sir John Simon : What we propose, if I may give 
notice to you and my friends, is, after Sir William’s 
evidence, and anything my friends wish to ask, or 
members of the Commission wish to ask, we should 



then propose to give a summary of the points which 
we submit should go into your Report on this first 
part of the inquiry. 

Chairman : I think that will be very convenient. 

Sir John Simon : You appreciate a good deal of it 
has already come out piecemeal and some of it is 
printed on the notes. 

Chairman : It is, and no doubt we could collect a 
good deal of what the contentions of the railway com- 
panies are from a careful study of the note; but if 
you would summarise it for us, and give us the refer- 
ences to where Sir Alexander Butterworth, for ex- 
ample, has spoken about it, that would shorten our 
labours. 

Sir John Simon : That is what we were proposing 
to do. Then, I think, you will find there may be 
one or two -matters on which some evidence will be 
given, either from the passenger or goods point of 
view; but that will be quite brief. I do not think, 
if my friends are considering what part theirs will 
be, they ought to count on our occupying very much 
of your time on that. 



[Adjourned till to-morrow morning at 11.] 



APPENDIX. 



(Handed in by Sir William Plender.) 

W.P. 

Table 1. 

REVISION OF RAILWAY RATES. 



Statement oe Capital Issued at 31st December, 1913, with approximate Market Valuation Based on 
the Average op Mean Stock Exchange Quotations for the Three Pre-War Years. 



Class of Stock issued. 


Capital Issued at 
31st December, 
1913. 


Nominal Additions 
at 31st December, 
1913. 


Capital Issued 
excluding 
Nominal Additions 
at 31st December, 
1913. 


Market or Stock 
Exchange Values 
at mean of highest 
and lowest prices 
during the three 
years to 31st 
December, 1913. 


Loans, Debenture and Rent Charge Stock 

Guaranteed Stocks 

Preference Stocks 

Ordinary Stocks 


£ 

371,531,487 

118,995,877 

342,762,297 

487,010,477 


£ 

46,079,985 

19,665,130 

40,500,661 

93,186,397 


£ 

325,451,502 

99,330,747 

302,261,636 

393,824,080 


£ 

329,095,969 

118,988,758 

308,894,852 

374,657,118 




1,320,300,138 


199,432,173 


1,120,867,965 


1,131,636,697 
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W.P. 

Table 2. 



Statement op Capital Expenditure and Capital Receipts to 31st December, 1913. 



Capital Expenditure to 31st December, 1913. 



Railway 

Horses and Road Vehicles 
Steamboats and Marine Workshops 
Canals 

Docks, Harbours and Wharves ... 

Hotels 

Electric Power Stations, etc. 

Land, Property, etc., not forming part of the 
Railway — ■ 

Used in connection with Railway Working ... 
Not used in connection with Railway Working 

Estimated approximate apportionment as 
follows : — 



Artisans’ Dwellings 
Houses for Companies’ Staff 
Land for future widenings 
and extensions and sever- 
ances. 



£ 

1,500,000 



28,500,000 



37,121,044 



Other Industries (Quarries, Tramways and 
Ropeway) 

Subscriptions to other Companies 

Estimated approximate apportionment as 
follows : — 





£ 


£ 


Railway ... 




1,494,009 


Harbours 


885,674 


Docks, etc. 


251,700 




Canals 


540,000 




Steam Shipping ... 


265,875 




Other 


64,500 


2,007,749 

3,501,758 



Unappropriated — (mainly Railway) 

Estimated approximate apportionment as 
follows : — 

£ 

Railway ... ... ... 8,110,573 

Docks, etc. ... ... ... 1,500,000 



9,610,573 



Capital Receipts and other Moneys 
utilised for Capital Purposes. 



£ 


£ 

1,045,770,451 

616,971 

7,125,849 

8,685,730 

48,696,432 

8,153,004 

4,615,960 


Capital issued to 31st 
December, 1913, 
excluding Nominal 
Additions per 

W.P. 1 

Less : 

Discounts 


£ 

1,120,867,965 

20,993,826 


2,790,148 

37,121,044 


39,911,192 


Add : 

Premiums... 


1.093,874', 139 




59,200,333 








1,15.^134,472 






Balance representing 
Reserves, etc., uti- 
lised for Capital 
purposes ... 


23,653,037 




99,589 

3,501,758 








9,610,573 


, 






£1,176,787,509 




£1,176,787,509 



W.P. 

Table 3. 



Net Revenue oe the Companies for the Three Years 1911, 1912, and 1913. 
Year. 



Net Income available 
for Debenture Interest, 
Dividends, etc. 



£47,480,823 

46,423,785 

48,856,451 



Average for the three years 



£47,618,278 



